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American institute of CPAs
New rules on taking deductions .

(1965)

NEW RULES ON TAKING DEDUCTIONS

Taxpayers have three choices in taking deductions on their

individual tax returns:

Itemizing them on page 2 of Form 1040;

taking the 10$ Standard Deduction; or, taking the Minimum Standard
Deduction which was added by the 1964 Revenue Act.

A taxpayer may

choose the method that provides the greatest advantage to him.
Itemized Deductions - If a taxpayer itemizes his deductions,
all deductible items must be noted on page 2 of Form 1040.

Generally,

it will be to the advantage of a taxpayer to itemize deductions if he
is a homeowner paying Interest and taxes, has made large contributions
to qualified charities, has unusually large medical expenses during the

year, or if he Incurs a major, uninsured casualty loss.

10% Standard Deduction - The 10% Standard Deduction or the

Minimum Standard Deduction is available to taxpayers who do not
itemize deductions. A taxpayer may deduct from his Income either 10$ of

his total Income, or the Minimum Standard Deduction, as described later,
whichever produces the larger figure.

In either case, the deduction may

not exceed $1000 or $500 for a married taxpayer filing a separate return.

Minimum Standard Deduction - The Minimum Standard Deduction

permits you to take $300 for the first personal exemption and $100 for
each additional exemption.

For example, a single person would be allowed

a Minimum Standard Deduction of $300, and a married couple with no
children would be allowed $400; that is, $300 for the first exemption

(the husband), plus $100 for the second exemption (the wife).

Similarly,

a married couple with two children would be allowed a Minimum Standard

Deduction of $600.
Regardless of Whether the taxpayer itemizes his deductions or

claims the minimum or 10% Standard Deduction, he may continue to
take the full $600 personal exemption to which he is entitled.

Here is an illustration of how the rules work:

Mr. Smith

is married and has a total income (line 9, Form 1040) of $6500.
Mr. and Mrs. Smith are both under 65 years of age and have three
young children (that is, five exemptions for the family).

Mr. Smith

has determined that his deductions for interest, taxes, contributions,

medical expenses, etc. total $600 and intends to file a joint return.

Because of the choices available for taking deductions on
tax returns, Mr. Smith should compare each method in order to determine

which one produces the greatest benefit to him.

For the moment, with

out considering Mr. Smith’s personal exemptions and exemptions for
his dependent children, Mr. Smith’s total income of $6500 would be

reduced to $5900, if he itemizes his deductions ($6500 - $600 -$5900).
The amount of deduction that would be allowed by the 10% Standard

Deduction would be $650 (10% of $6500) and $700 by the Minimum

Standard Deduction ($300 for the first exemption and $100 for each

additional exemption).
Since the Minimum Standard Deduction produces the greatest
benefit to Mr. Smith, he would compute his tax taking the Minimum

Standard Deduction of $700.
The following schedule compares the differences in tax

under the choices available for taking deductions and shows the

amount of tax that Mr. Smith would have to pay when he files his
return, had the normal amount of tax been withheld by
during the year.

his employer

ILLUSTRATION OF TAX COMPUTATION
COMPARING THREE METHODS FOR TAKING DEDUCTIONS

Total Income (line 9, Form 1040)
Less: Itemized Deductions or
10% Standard Deduction or
Minimum Standard Deduction
Income Before Exemptions
Less:
Exemptions
5 x $600
Income Subject to Tax

Itemized
Deductions

10% Standard
Deduction

Minimum
Standard
Deduction

$6500.00
600.00

$6500.00

$6500.00

650.00
$5900.00

$5850.00

700.00
$5800.00

3000.00
$2900.00

3000.00
$2850.00

3000.00
$2800.00

Tax

$ 482.50

$ 473.75

$ 465.00

Tax Withheld

$ 485.30

$ 485-30

$ 485.30

Amount of Tax to be Refunded

$

2.80

$

11.55

$

20.30

This schedule shows that Mr. Smith would benefit most by
taking the Minimum Standard Deduction, since the tax to be refunded to
him is greatest under this method.

